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Ms. Magalie Roman Salas
Secretary
Federal Communications Commission
The Portals
445 12th St. S.W.
Washington, D.C. 20554

/
Re: CC Docket No. 98-64, CC Docket No. 98-81 and

CC Docket No. 98-177

Dear Ms. Salas:

On June 3,1999 Guy Cochran, Tim Gowins, Mary Henze and I, representing
BellSouth, met with Larry Strickling, Chief of the Commission's Common Carrier
Bureau, and members of his staff. The Common Carrier Bureau staff members
attending this meeting included: Bill Bailey; Ken Moran; Joanne Lucanik; and Tim
Peterson. During the meeting the BellSouth representatives proposed specific
changes to Part 32 of the Commission's rules and regulations that BellSouth
believes will reduce subject carriers' administrative costs and increase their
flexibility without diminishing the Commission's ability to fulfill its statutory
responsibilities. The attached documents formed the basis for the BellSouth
presentation.

As required by Section 1.1206(b) (2) of the Commission's rules, I am filing two
copies of this notice for inclusion in the dockets identified above and ask that you
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associate this notification and the attachments with the records of each of these
proceedings.

Sincerely,

~l~
Kathleen B. Levitz

cc: Larry Strickling (w/o attachments)
Bill Bailey (w/o attachments)
Ken Moran (w/o attachments)
Joanne Lucanik (w/o attachments)
Tim Peterson (w/o attachments)
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Proposals for Phase 1 Simplification of Accounting Rules

Part 32

1. Allow the Class A ILECS to move to Class B Chart of Accounts

Section 32.11 currently differentiates between "Class A" and "Class B" companies based
on an indexed revenue threshold and requires Class A companies to maintain a Class A
chart of accounts. The Class A chart of accounts includes 261 accounts, while the Class
B chart has 109.

Previously the Commission has declined to allow large Incumbent Local Exchange
Carriers (lLECs) to use Class B accounts because of its concerns about cross­
subsidization of services and ensuring compliance with the Telecommunications Act of
1996. However, price cap regulation greatly reduces, if not eliminates, the incentive to
use non-competitive services to subsidize competitive services.

Price cap regulation severs the link between accounting costs and rates. Price cap
regulation protects ratepayers against cross-subsidization of non-regulated services in a
way detailed accounting and cost allocation rules never can. This method of setting rates
does not allow carriers to pass through increases in booked cost to ratepayers. Therefore,
the use of company size to measure of the risk that ratepayers will cross-subsidize
competitive services and thus to justify continuation of Class A accounting requirements
is no longer reasonable. The cost of maintaining the detail required by the Class A chart
of accounts outweighs its benefits.

Section 11 of the 1996 Act to directs the Commission to "repeal or modify any regulation
it determines to be no longer necessary in the public interest." Consistent with that
mandate, the Class A accounting requirement for carriers under price regulation should
be eliminated and those carriers should be permitted to use the Class B chart of accounts.
Regardless of the chart of accounts used, the carriers' books will continue to provide the
financial information required for ARMIS reporting and Part 36 separations.

2. Other Part 32

Eliminate The Expense Matrix

Under Section 32.5999(f), Telecommunications carriers must identify the amount in each
Part 32 expense account (61xx-67xx) attributable to salaries and wages, benefits, rents,
other expenses, and clearances. The Commission should simplify Part 32 by eliminating
the expense matrix categories this section prescribes. The business needs of companies
operating in a competitive environment should determine the level at which they track
expenses. Allowing ILECs the flexibility to design their management accounting
systems to fit their business needs fosters efficiency and competition. Tracking cost by



expense matrix category does not appear to provide any benefit under the current
regulatory paradigm of price regulation.

Nonregulated Revenue

Section 32.5280 (c ) requires incumbent ILECs to maintain a separate subsidiary record
category for each nonregulated revenue item associated with nonregulated activities as
defined in Section 32.23. This requirement results in additional cost to companies, with
minimal regulatory benefit, and should be eliminated. Management needs should
determine revenue classification at the product level.

3. GAAP Conformity

Plant Held For Future Use

Section 2002 requires that property held for future telecommunication use in Account
2002 must be transferred to Account 2006, Non-operating Plant, two years after its
inclusion in Account 2002. The Commission must grant a waiver to allow the investment
to remain in Account 2002. This accounting requirement was established when ILECs
were under rate of return regulation. It is no longer required for price cap companies as
the distinction between operating and non-operating plant is no longer relevant to
ratemaking. Section 2002 should be eliminated and the ILECs permitted to rely on GAAP
guidelines and business needs to determine the accounting for this type investment.

Plant Under Construction

Section 32.2003(b) lists criteria for determining when the costs of construction projects
should be recorded in the "under construction" account. The cost of a project estimated
to be completed in more than sixty days or estimated to cost more than $100,000 must be
recorded in Account 2003. The cost of projects which will be completed in less than
sixty days may be charged directly to the appropriate plant specific account. Costs
recorded in Account 2003 are not depreciated, but are subject to an Allowance for Funds
Used During Construction calculation, which is included in the cost ofihe asset. The
criteria for inclusion in Account 2003 were established when ILECs were under a rate of
return regulation and are not required under price caps. Section 32.2003(b) should be
eliminated, and carriers should be permitted to use GAAP and internal control needs to
determine the threshold for inclusion in Account 2003.

Carriers often suspend construction projects for six months or more. Section 32.2003 (c)
requires that such projects be transferred to Account 2006, Non-operating Plant. This
requirement was added when the Commission modified Part 32 to consolidate Accounts,
2003 and 2004 into Account 2003, Telecommunications Plant Under Construction. This
requirement produces transfers between these two Accounts 2003 and 2006 that serve no
purpose in a price regulation environment because the distinction between operating and
non-operating plant is no longer relevant. This requirement in Section 32.2003 (c ) should
be eliminated.
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Expense Limits

Section 32.2000(a)(4) lists criteria for capitalization of the cost of assets. Potential
General Support Assets, other than personal computers, that cost less than $2000 or have
a useful life ofless than one year, must be expensed. The cost threshold for personal
computers is $500. Changes in technology, inflation, and the business environment,
have periodically required that the criteria be revised, even under rate of return
regulation. Making such changes has required a cumbersome formal rule making
process. The ILECs should be permitted to determine when a cost should be capitalized
using GAAP and based on evaluation of the cost, benefits, risk, and materiality of the
amounts involved. Under price caps there is no purpose served by a mandatory expense
threshold limited to certain accounts.

Materiality

Section 32.26 requires that all transactions be recorded whether material or not. In
contrast, GAAP always considers materiality in determining those events that must be
recognized, recorded, or disclosed. For carriers under price caps, Section 32.26 imposes a
burden not borne by competitors. For its financial books, company management is
already responsible for evaluation of the costs, benefits and risk of the Company's
accounting processes and jouinalization decisions. In addition, during the annual
external audit required by SEC rules, Company CFO's must attest that transactions are
recorded under GAAP and that an adequate system of internal controls is in place.
Accordingly, Section 32.26 should be eliminated.

4. Eliminate Pre-notification Requirements

Changes in Accounting Standards

Section 32.16 allows adoption of new accounting standards as prescribed by the Financial
Accounting Standards Board (FASB) but requires a company to inform the Commission
of its intent to adopt the standard and to file a revenue requirement study for the current
year and a projection for three additional years. The accounting change is implemented
90 days after the company's notification, unless the Commission notifies the company
not to make the change. This process imposes additional administrative costs for the
revenue requirement study. In addition, delays in implementing of the standard on the
regulatory books creates additional record keeping costs in maintaining different records
for GAAP and regulatory books. The extensive FASB evaluation and comment process
provides ample opportunity for public airing of issues prior to adoption of a new FAS.
Additionally, companies must disclose such changes in their published financial
statements and SEC reports 10K and 10Q. On a prospective basis the notice and study
requirements in Section 32.16 should be eliminated.
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Unusual Items and Contingent Liabilities

Section 32.25 requires that ILECs notify the Commission prior to booking unusual items
(extraordinary items and prior period adjustments) and contingent liabilities. With the
ample guidance GAAP provides (FAS 5, "Accounting for Contingencies", FAS 16,
"Prior Period Adjustments", Statement of Position 94-6, "Contingencies, Risks, and
Uncertainties") in each of these areas, there is no need for the application and approval
cycle Section 32.25 requires.
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PART 32 SIMPLIFICATION
ELIMINATE EXPENSE MATRIX REQUIREMENTS

Modify Section 32.5999(f) as follows:

(1) ~(f3eflSe MatrhL The e~(f3eAse aeeoeAts shall Be maiAtained By the followiAg
seBsisiar)' reeors eategories, as appropriate to eaeh aeemmt. Seeh se13sidiary reeord eategories shall
Be reported as reqeired~' Part 43 ofthis Commission's R-\:lles and RegelatioAs.

(l) Salaries ami .....ages. This seBsisiar)' reeoFEI eategol)' shall iHsllide
eompeAsatioH to employees, seeh as; wages, salaries, eommissions, 130fleSeS, ifleefltiye awards aRd
terminatiofl payments.

(2) Benefits. This seBsisiar)' reeorEI eategol)' shall inelede payroll related
benefits OA behalf af employees seeh as the fullowiRg:

Pensiofls
Sal/jAgs f3laR eOAtFiBetjons (eompaA~' pOrtiOA)
'Harkers eompeAsatioA reql:lired a;' lav,'
Life, hospital, medieal, dental, aRd yisioA plaa inseraAee
Soeial See\;lrity and other p~'roll !ffi(es

(3) Rents.

(0 This seBsidi8l)' resord eategol)' shall inelliae amoents pais for the lise of
persoHal operating propeJ1:)'. Amo\;lnts paid fur real property shall Be ineleded in Aeeoent 6121,
LaRd and Beildings ~(pense. This eategol)' ineledes pa;'ments fur operating leases 13et aoes not
iAslede payments fer eapitalleases.

(ii) This s\;l13sidiBl)' reeord eategol)' is applieable only to the Plant Speeifie
Operations ~ense aesoents. lnsidental rents, e.g., short term rental ear eupense, shall
be eategorized as Other BKflenses (see paragFaph (/)(4) of this seetioa) eader the
aeso\;lnt whieh refleets the R:lAetiofl fer whieh tHe ineidefltal refit was iaeerrea.

(4) OtHer e~(peases. This seBsjdial)' reeord eategol)' SHall ifleluae eosts wHieH eaHHot
be elassifiea to the other s\;lBsiaial)' reeore eategories. IHell1eee are material aRa sl:lfJplies, iHeleeiHg
proYisioniHg (note also AeeouHt 6512, Pro'I'iSiOHiHg &pense); eOHtFaetea sept'iees; aeeiaeHt and
damage paymems, iaseraHse premiems; tra>.'eliag e*peases aHa ather miseeliaReoes easts.

(5) ClearaAees. This sl1Bsidial)' reeord eategol)' shall inelude arAO\;lHtS tFaHsferred to
COHstr\;letioA aeeounts (see § 32.2QQQ (e)(2)(iii», or other PlaHt Speeifie Ot>eratioHs ~(pease

aeeO\;lAts, aRMor Aee01:1At 31 QQ, Aeeemelated DepreeiatioH (eost of remoyal; see §
32.2QQQ(g)(l )(iii», as appropriate, from Aseoents 6112, Motor "ehisle E~~ense, 6113, Aireraft
e,.l-J3ease, 6114, Spesial P\;Irpose Vehieles ~(pease, 6116, Other Work EEluipmeHt ~(pense, 6534,
PlaHt OpeFatioas AdministratjoH §(fleaSe, and 6535, Bflgineering B~lJ3ense. There shall also Be
tnmsfers to COHstFHetioA Or otHer Plant Speeifie OperatioHS B~lfleflse aeeol:ltlts, as appropriate, from
AeeoeHt 6512, ProYisioAiAg e,.(f3ense. With respeet to these e~(penses, eompaRies may establish
seeH eleariAg aeeouats as th~· deem fleeessaF)' to aeeomplisH seBstantially the same reselts,
proYided that ,tYithin 3Q da;'s of the opening of sHeh aeeoeHts, eompaHies shall Hotif;' tHe
CommissioB of the Bature and peFflose thereof. AaaitioAal eleariRg aeeoeAts affeetiAg other
e~(peflSe areas may be estaBlisHed v,.ith prior approYal of tHe Commission. SHoela eomf3aRies eleet,
the iHitial iAeeFfed seBsidiary reeorEI eategol)' ideAtifieatioH m~' Be earfiee throHgh to tHe fiBal
aeeoeHts 'withoet this Commission's approyaJ.
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PART 32 SIMPLIFICATION
ELIMINATE REQUIREMENTS TO TRANSFER SUSPENDED PROJECTS AND

PROPERTY HELD FOR FUTURE USE TO ACCOUNT 2006

Modify Section 32.2002 as follows:

(a) This account shall include the original cost ofproperty held with a definite plan for
use in telecommunications service. This aeeal:lHt shall iBelude the arigiBal east afpreperty
a'lmed aBd helel fer BO laHger thafl tv,"a years uBder a defiHite plaH for use iH
teleeammuHieatioHs serviee. If at the end af two years the prapert)' is Hat iH serviee, the
arigiHal east afthe preperty shall be transferred to Aeemmt 2006, NOHoperatiRg Plant.

(b) Should a earrier desire to retain the propert)' iF! this aeeouRt for a perioa laRger tAafl two
years, it shall request apJ3ra·t'al af this CommissioB. The request shol:lla iHell:lde the
property item iA questioA, aemoBstrate that the wai,'er is iR tHe publie interest, aHa indieate,
as preeisely as possible, the aElditioRal time reql:lireEl fer the propert)' ta be hela in this
aeeauut.

Modify Section 32.2003 as follows:

(c) ... if a construction project has been suspended for six months or more, companies shall
discontinue capitalization ofAFUDC until construction is resumed. the east of the prejeet
ineluaeEl in this aee01.int SHall be traHsferreEl to aeeouAt 2(;)06, naAoperating plant, witHOI:lt
further Elireetion or approval af this eommissian. If a project is abandoned, the cost
included in this account shall be charged to account 7370, Special Charges.



PART 32 SIMPLIFICATION
ELIMINATE PRE NOTIFICATION REQUIREMENTS

Modify Sections 32.16, 32.25, 32.26 and 32.2000 as follows:

§ 32.16 Changes in accounting standards.

(a) The company's records and accounts shall be adjusted to apply new accounting
standards prescribed by the Financial Accounting Standards Board or successor authoritative
accounting standard-setting groups, in a manner consistent with generally accepted accounting
principles. CommissioR apflroyal of a shaRge in aeeoHRting stamlafd will al:ltomalieall)' talEe effeet
90 E1a)'s after the sompaR)' iRforms this CommissioR of its iRteRtion to follow tHe Rew stamlard,
HRless the CommissioR Aotifies the SORlpaFI)' to the sORtrar)'. COfleHrreHt vAth iRformiAg this
CommissioA of its iflteRt to aElopt aFI assoHRtiRg staFIdards ehaFIge, the sompan)' shaIl also file a
reyeRHe reqHiremeflt stHdy for the el::lfreat year aad a projestioa for three )'ears iato the furore
BfJal)'zlag the effeets of the aseoHfltiag stBfJElards shaage. FHrthermore, any eHaFlge saaseqHeRtl)'
adopted shall ae E1iseloseEl iR aRalial reflorts to this Commission. Companies are required to notify
the Commission ofnew accounting standards that will not be adopted on a USOA basis.

(b) The changes in accounting standards which this Commissioa approyes the carriers
adopt will not necessarily be binding on the ratemaking practices of the various state commission.

§ 32.25 Unusual items and contingent liabilities.

Extraordinary items, prior period adjustments and contingent liabilities shall ae sl:Iamitted
to this CommissioR fer re"iew aefere aeing recorded in the company's books of account in
accordance with the requirements of GAAP. The Rlaterialit)' of eorreetioas of errors iR
flrior periods shall ae measl:lred ia relatioR to the sammary aeeoant le','el ased for reportiRg
fll:lFfloses for Class A. earriers, or ia relatioR to total operatiRg reVeflHeS or total ofleratiag
expeRses for Class B earriers. For Class A earriers, flO eorreetiofl in e*eess of OAe flereeHt
of the aggregate sl:lmmaI)' aeeOl:lRt dollars or OAe million dollars, whiehever is higher, may
be reeorded iR eUfFeRl ofleratiag aeeOl:lRts 'Nithol:lt flrior aflPfOyaJ. For Class B earners, RO
eorreetioR 'Nhieh ~,eeeds ORe pereeRt of total 0fleratiflg reveRaes or Ofle pereeHt of total
operatiAg 6*penses, depeRdiflg OR the Ratl:lre of the item, ma)' ae reeorded iR elirreHt
operatiRg aeeOl:lRts WithOHt prior approval.



PART 32 SIMPLIFICATION
ADOPT GAAP PRINCIPLE OF MATERIALITY

§ 32.26 Materiality.

Companies shall follow this system of accounts in recording all financial and statistical
data. irrespeetive of afl iREliviEllia) items materiality liREler Gl'n"...."D, liR)ess a 'ivaiver has beeR greHted
I:IRaer the provisioRs of § 32.18 of this Sl:Ibpart to ao otherwise. Guidance provided under the
GAAP principle ofmateriality should befollowed in recording all transactions.



PART 32 SIMPLIFICATION
MODIFY Section 32.11 TO ALLOW ALL TELECOMMUNICATIONS CARRIERS TO

USE THE CLASS B CHART OF ACCOUNTS

Modify Section 32.11 as follows:

§32.11 Classification of companies.

(a) For accounting purposes, companies are divided into classes as follows:

(l) Class A. Companies having annual revenues from regulated

telecommunications operations of $1 00,000,000 or more.

(2) Class B. Companies having annual revenues from regulated

telecommunications operations of less than $100,000,000.

(b) All Class A companies shall keep all the accounts of this system of accounts which are

applicable to their affairs and are designated as Class BA accounts. Class A +hese companies

shall also keep Basic Property Records in compliance with the requirements of § 32.2000(e) and

(f) of Subpart C.

(c) Class B companies shall keep all the aeeO\:lRts of this system ofaeeo\:lRts whieh are

applieable to their affairs aRe! are e!esigRatee! as Class B aeeOI::lAts. These eompaAies shall also

keep-Continuing Property Records in compliance with the requirements of §§ 32.2000(e)(7)(A)

and 32.2000(f) of Subpart C.

(d) All Class B companies that desire more detailed accounting may keep tHiept the accounts

prescribed for Class A companies \:IpOA the sl::lbmissioH of a wrirtefl HotifieatioR to the

Commissiofl.



PART 32 SIMPLIFICATION
ELIMINATE CRITERIA FOR INCLUDING COST IN ACCOUNT 2003

Modify Section 32.2003(b) as follows:

(b) Determination ofthe construction costs included in this account should be made by

management based on GAAP. The length ofthe construction period and materiality are

pertinent factors that should be considered. There ma), be eHarged direetl)' to the appropriate

plant aeeolclHts the eost oran)' eonstruetion projeet 'NHieH is estimated to be eompleted and

read)' fer serviee ''litHiR 1\'lO mORtHs Hom the date OR 'Nhieh tHe projeet was begl:lR. There

may also be eharged direet))' to the plaRt aeeounts tHe eost orany eonstJ1ietion )3rojeet fer

'NHieh the gross additions to plant are estimated to amount to less than $1 QQ,QQQ.



PART 32 SIMPLIFICATION
ELIMINATE SUBSIDARY RECORD REQUIREMENTS FOR

NONREGULATEDREVENUE

Modify Section 32.5280(c) as follows:

(e) seflaFate s\:-lbsiaiaF)' reeeFEI eategeries shall be IflaiHtaiaea for eaeh HeHregl:llatea
reyeH\:-Ie item reeeraee iH this aeeel:lHt.



Part 32 Simplification

Part 32 Reference Recommended Revision

32.11: Class A & B Chart ofAccounts Eliminate Class A CGA
Requirement; Class A companies
allowed to use Class A or Class B
Chart of Accounts.

32.5999(f): Expense Matrix Eliminate expense matrix
requirements.

32.5280(c): Nonregulated Revenue SRCs Eliminate,/requirement for separate
SRC for each nonregulated item.



Part 32 Reference

Part 32 Simplification

Recommended Revision

Pre-notification Requirements

32.16: Changes in Accounting Standards

32.25: Unusual Items and Contingent
Liabilities

Eliminate pre-notification and
revenue study requirements, resulting
in cost savings and consistency
between regulatory and GAAP books.

Eliminate pre-notification
requirements.


